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LETTER O~ TRANSMI~LI~

December 10, 1936.
To His Exc.ellency, Clarence D. Martin, Governor

State of ~Washingt~n, Olympia.

Sir: The ~rashington State Liquor Control Board submits herewith its
report of ol~erations ~or the period October 1, 1935, to September 39, 19560

.as required by the Washington State Liquor Act.

Respe~tfully,

L, E. GREGORY, Chairman,

W. J. I~INDBERG, l~[ember,
HENRY GREGERSON0 l~Iember.
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WASHING’I~ON STA~I~ I~QUOI~ CO~L ]~OAI~D

Report of Operations
OCTOBF, R 1, 1935, ~O

The Board submits herewith a report of its ’operations for the 12.months
ending September 30, 1956, as required by section 72 of the Washington
State Liquor Act. This, the third report of the Board, is the first one to
cover a full year’s operation. The figures presented in this report, ther~
~fore, give a much more comprehensive and accurate picture of the Board’s
operations than do the statements contained in either of the two prior
reports, each of which covered less than a full year’s operations.

SUMMAItY O1~ PItOOt~]~S
~~on

When the Liquor Control Board was appointed by Governor Martin on
January 2~, 1934, he charged that its operations be conducted in a business-
like manner irrespective of political consideration. A personnel of over 500
has been built up by the Board entirely on the merit of each persoix without
political bias. The Board commenced its operations with no money and no
personnel. No trained men were available and every individual that Was
hired had to be trained to ~tll his particular Job. The powers granted the
Board under the law were extremely broad and to carry out the requirements
of the Act a great number of regulations had to be developed and enforced.
Conditions in Washington after the repeaI of prohibition were "wide open."
The state store monopoly system was a new experiment. The control of all
licensing under a centrallsed state body Was untried. The Board had to
meet these and many other problems in a very short space of time.

The Board was organized with no ~apital whatsoever, the right to sell
bonds was granted but they could not be sold without paying rates of
interest and costs of marketing that were prohibitive. ~he Board started
its operations on credit, using a hand-to-mouth buying policy, and bu~ying
ona 90-day credit basis. Profits were put back into the business and within
a few months the Board was discounting all bills. By ~tlways paying cash,
over one quarter of a million dollars hns already been saved for the people
of the State. During the first winter the Board had to borrow from-banks
to carry it through the peak holiday business. The~e loan~ were made
first.at 4% and later at lz~%. However, after the first winter no further
loans were required.

On September ~0, 19~6, the Board had invested in its business over
$1,750,000 and it. had made a total d~stribution o[ profits of $5,000,00e
which had been paid into the general funds of the State, counties and citte~
Tl~e Board had also, paid $200,000 into the state building fun~! and had col-
lected over $1,650,000 under the special 10% sales ta~ In other words, in
2½ years, starting with nothing, the Board had made over $8,600,000 for
the people of the State.
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6 .Third Report.

l.,osses a~ad Cost of Oper&tion

During the special session of the legislature which was called to enact the
liquor control law in De~ember, 1933, grave doubts were expressed as to the
feasibility of state ~onopoly operation and it was freely predicted that short-
ages would be large and overhead abnormally high. Actual facts show that
contrary to these predictions the total of cash losses° inventory losses, and
breakage only amount to one-twentieth of one per cent, while the total over-
head costs amount to less than six per cent of the gross sales.

Distribution of Outlets
On September 30, 1936, there were 48 stores and 127 state controlled

agencies conveniently serving every person in the State. There were also
5,806 beer and wine retail establishments operating under the licensing re-
quirements and regulations of the Board. The regulation of these licensed
establishments has improved during the period of the Board’s e~istence and
as the Board and its personnel gains experience in this specialized work,
further Improvement will be made.

Although the Board has the rlght to suspend, cancel, or deny licenses
without a hearing, in fairness to all concerned it has always granted hearings
except in a few extreme cases. To date over 400 such hearings have been
held in all parts o£ the State with the result that the cooperation and respect
of licensees, local authoritieS, and the general public has been gained.

Home Industry
The Board had .also granted licenses to 267 beer wholesalers and to 50

manufacturers in the state. That home industry has been encouraged is
¯ shown by the fact that two and one-half times as much beer is exported by
Washing~ou breweries for ~le outside the state as is imported for sa!e in the
state from breweries in other states, l~urthermore, one-fourth of the wine
¯ now sold in the s~ate is produced by local wine,co using Washington farm
~produets exclusively. This wine industry, which is entirely new in Wash-
ington, is growing rapidly and as soon as production can be increased it will

¯ probably take over an even larger proportion of the business.

One of the duties of the .Board was to put the bootlegger out of business
¯ and this has been done by selling liquor at prices as low or lower than any
. i~ the country. The Board has kept before it consistently the need for an
’honest and efficient administration. It ha~. at all times insisted upon a
I~roper code of ethics by brewers, wholesalers and retail ]icensee~. It has
endeavored to protect residential sections from the incursion of disagreeable
and disreputable conditions. It is ever insisting that licensees shall not seil
to minors, intoxicated persons Or Indians.

The enforcement of the e~’Iminai provisions of the Act is not the direct
duty of the Board and although its employees have to a degree carried oa
enforcement work where violations have been so flagrant as to necessitate
.some action, the Board believes that its only enforcement agency should be
:its licensing p(~wer which when wisely and discreetly used becomes a most
¯ effective means of control. To sum up. the Board has held before it con-
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stantly the promoting of temperance and moderation in the consumption of
alcoholic beverage~.

Unfounded Criticism
CortaLu elements have sotlkht to disseminate misleading information con:

coming matters directly or indirectly related to control of the liquor traffic.
They play on the fears and credulity of the public and arb doing all tliey can
to discourage and discredit the efforts of those charged under the law with
liquor regulation. The Board believes that if their appeal to the universal
desire for temperance ~vere sincere, they would be willing to adopt methods
better suited to ~ncourage self-restraint and real temperance’ and they:w.ould

be willing to permit, the people to exercise their right to govern themselves. ~
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Merchandising Operation
PO~IC~ OF LIQUOR P~ES AND SAI~ES

During the year it was found by the Board that a policy of one price list
per year could not be continued. Changing qualities of materials brought
about l~rimarlIy by the aging of stocke and changing prices brought about by
.l~ciprocal ~de Agreements .with other c~untries and by changing basic
market conditions’In this country, make it impractical for the Boar~ to con-
fine tteel~ to one price list per year. A complete new prl~e llst w~s issued
on 0ctober 2o I935, and the Board at that t~me hoped to/continue its use for
the entire period. However, on "Ja~nuary ~, 1936, it ~s necessgry to issue a
price revleton on those items a~ected by the Reciprocal Trade Agreements
between our government and Great Britain and Canada. These prices con-
tinued until May 4, 1956, when anentirely new price list was issued which
contacted eweepLug changes.

Beginning with the October 1, 1935, price list and continuing in all sub-
sequent lists, the ]pri~es quoted contain the 10~ sales ta~ . This sales ta~
became et~ective May 1, 19~, and ~rom that d~e to September ~0, 19~5, the
tax was assessed on the price appearing in the list and collected in add~tlon
thereto, on each purchase. ~xperience with the c~llection o~ the t~x in the
liquor stores ~ndicated the desirabfllty o£ incorporating the 10~ ta.x in the
price appearing-in-the list~ Under the law the tax cannot be absorbed but
must he paid by th~ purchaser in addition to the regular.retail price. There-
fore, in publishing the price l~sts, the Board has computed ti~ retail selling
price and added the 10 % sales tax thereto. For the convenience o~the pur-
chaser and the s~npliflcation o~ store operation, prices were set on a basis o~
multiples of five thus eliminating the use of pennies.

Du~lng the last months of the period, the Boar.d made an inten~ive study
of past sales and of available new items, prepaxatory to issuing..a new price
.list on October ~, 1936. A careful study.of the wine business, which repre-
sents about 3V~ ot the Board’s sales, caused the Board to feel that domestic
(United States) wine listings should be extended to offer the people of the
state a broader choice of sweet wines. Accordingly, se~.ral new brand~ of
California wine and one new eastern bran~l were added. The spirl~uous
brackets were also broadened somewhat to give the people of the state an
opportunity to choose from a greater number of .brands found to be popular
in other states. These" listings are now as broad as is ~easible and ~ careful
study will be made with the idea of-reducing the number o~ .brands in the
next price list.

l~duction in Prices

In the s~trituous brackets, ~ere have been subs~n~ reduc~o~’~ ~e
prl~ of the be~r qualt~ mereh~dise, T~ redu~on h~ b~n bro~ht
about pa~aHF by the prdssure of ~ff redu~flo~ and pa~a~ by ~e ~-
cr~ed q~ of a~flable.weH~d ~erchandi~. In the ~ung and les~
~pe~ve ~ o~ m~chandtse, ~ere h~ ~en no reduc~n ands
~ot be ~e~d. However, ~e ~ere~ed age of ~e 1~ expon~ve
items at ~o Incre~ in price ~ real~ eq~valent to a reduc~on ~ p~ce as
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far as the consumer is concerned. The price.list.e~ective October 1, 1936,
c.~ntalns no wh~sktes younger than twelve months. Tl~e Board feels that as
whiskies ~row .older the age requirements of the Federal Go~rerz~ment for
"Stre~ght Whiskey" I~bel should also. be .required by the State of
toll.

WasIz~z~on State Products
In order to eerie.rate with ~Tashfngton .qtat’e distilleries and rectifiers°

and to encourage home industr~, the Board has listed all of the merchandise
offered which has a- ~ chance .o~ success. I~ March~ 1~6, new bids were
invited eoverln~ the Board’s requirements for Red Label and Black Label
Klns~ which .are ~ottled -by the distfllertes under the ~o~rd’s own la~els. ¯ A
~eattle d~stfllery was successful in obtalutng the R~I Label gin. The price
Lists have reflected the savings e~eeted b~ .these new gin costs.

~;pec~ Orders
In .order. to e~ro for the needs of comme~c~l alcohol purchasers, a sep-

arate Dlstrtbut~g Unit was set up under the Jurisdiction of the purchasing
¯ ~lepartment in ~9~4 soon after the store system ~as functioning. Sin~e that
time the scope of operation of Distributing Unit 1~o. 1 has bee~’ gradually
.tended’to coyer all merchandising transactions ~rhtch do not properly come
under store and agency

~A~n~ttedl~, it is lmpracflce~ for the Board to carry on fls price lis~ all of
.the quality wines a~ liquors available. Many citizens would lik~ to
certain ~tems to whic~ they ar~ partial. In order to accomplish this,
chiner~ was set up in Dt~trtb.utin~ Unit No. 1 whereby Special orders ~re
handled-on the same a~erage markup as material handled by the stores and.
agencies.

S~ORE OPER~ONS

Du~mg the fiscal period, the Board ~ound that the 48 steres in operation
at the beginning of the period werz adequately, serving, the needs of the
People and eonsequentiy n6 new stores were opene(L The dollar asles’~olum’e
h~ shown a c6nalderabl~ increase and the unit- or -gallonag~ volu~, o’has
creased even more rapidly." This has been brought about by impro~e~[ busi-
ness +conditions and by a L-rea~er demand for low price items, particularly
wine." As a ~’~sul~ the Board has found it necessary ~o enlarg9 the storage
room ahd ~ales ~oom in several’ of the steres. The tI0qula3n store and the
store at V Mercer ~reet ~n Seattle wore moved to entirely new locations in
order to get suitable ~cllities~ ¯ In several other instances, it was possible to-
negotiate for additional adjoining space, thus Kaining the added facilities
without goin~ to-the expense and inconvenience of movin~ the store to ~n
entirely new location. It appears to the Board that it will be necessar~v to
increase the space in many of the other stores in the near ~uture and plans
are berg made accordingly.

During the year, B~ new stere l~ases were ~ompleted, In sp!.te oJ~ the fact
th~.t the floor aPace was t~.erease~l In several, o~ the’steres, the total monthly
rental ~0r ~he 48 stores for Septembe.ai, "19~6~ was ~4~14~.00 as
$d,~9o~0 for September, 1.93~, or a reduction of $1SB.~0 po~ xnonth. The
]~.rd ~eeI~ that ~ is a T~vora~)le showing when tho
values and improvement in ~eneral rental conditions ~s ce.nst~lered.
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Washi,~.g$o~. Siate Liquor Control Board 21

I ponsibllity that it is ~ecessary to place upon a club operating under a pool

However, the pool system has provided a method ~hereby the
Board can regulate the clubs, whereas under the former locker system
many of the clubs were openly violating the law through the sale of liquor
by the drink. ~ithin the past year the Board has sought, through its in-
spector, to educate the clubs in the proper method of operation, and has not
had occasion td revoke any club’s license. It is believed that ample oppor-
tunity has been given the clubs to become familiar with the regulations
governing their operations and it is contemplated that violations in the
future will be met with severe penalties.

BREWERS AND BEER WHOI.,ESAI~RS

On September 30, 1936, license~ were held by 267 beer wholesalers a~d
17 brewers, representing an employment of ap~ro~mately 1%012 persons,
with an estimated annual payroll of ~3,200,000.00. ~e brewery capl~l
investment only ts $7,024,162.00, exclusive of two plants that are not as

yet in operation.

~l~t of a Selmra~
On January 8, 1936, there wa~ es~bltshed a Brewers’ and Beer ~o1~

salers’ Division to handle all matters ~rtaining to t~e-operatton of brewers
and beer wholesalers other than the collection of ~. Working under the
supe~sor of this division at the present time are eight pe~ons, including
two field lnv~tigators and one surlier. Since ~e establishment o~ this
separate division there has been a ve~ notic~ble improvement in general
operations of brewers and beer whol~lers throughout the State.

~la~on of ~x~ssive
One of the most d~cult problems encountered during the fiscal y~r

was the solution of the credit problem as betw~n beer wholesalers and
~l!ers. It became apparent tb ~e Board that many ~taR license~ were
ve~ e~tivelv "controlled," contra~ to s~on 90 of the Act, by ~e
extension of ~ce~lve credit. In some few cas~ balances o~tng creditor

brewers and beer wholesalers were far In exce~ of the actual value of the
retail Dremises. To remedy this situation. ~e Board adopted a regulation
which became effective November 1, 193~, requiring all on-prem~se licen~
hulde~ to pay cash for’ the~ beer at the time of delivery, and prov~lon
was also made in the same regulation for the liquidatio~ of unpaid balanc~
at the minimum rate of 50c per barrel and 2~c per case on beer thereafter
purchased without regard to the source from which ~e beer was purchased.
In the promulgation of this regu~tion, the Board was only interested tn
e~ating the "control" of re~ll accoun~ ~ prohibited by section 90 of
~e W~h~on State Liquor AcL Under the pr~ent plan of opera, on,

1937 licens~ ~ill ~ot be lssu~ to ~edttor brewers ~d beer wholesale~,
and debtor retail aceoun~ will o~rate only on tem~rary permi~ until all
"contror’ items through credit extensions are entirely eliminated.

Tap Markers
On March 15, 1996, retail dispensers were requested by Board regula-

tion to display on all taps or other dispensing apparatus a sign or tan marker
designating the brand of beer being dispensed from each tap. The adoption

Resp to Costco RFP
6686
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22 Third _Report

of~ this regulation by the Board corrected an abuse which was becoming
prevalent in some retail establishments of selling several brands of beer
from one tap, Under this regulation brewers and beer wholesalers are per:
mitted to furnish these tap markers to retail licensees provided the tap
marker does not exceed a cost or value of 40c each.

Penalties
Under the provisions of the Washington State Liquor Act, the only

penalties which the Board may impose on violations of the Act or regula-
tions by brewers or beer wholesalers, is suspension or cancellation of their
respective licenses. It has been demonstrated during the past year that
many of the violations are of minor nature, not warranting such drastic
punishment as suspension or cancellation of licenses. Rather than allow
numerous minor infractions to g(~ unpunished a very effective method of
handling this situation was found in suspending sales for a stated period
by brewers or beer wholesalers to certain retail accounts where violations
occurred. During the past year, 33 such orders have been issued on hear-
ings involving brewers and beer wholesalers, 23 of the orders being of a
minor nature, dealing with more or less minor vtolatiou~ such as sales to
unlicensed premises, ’.’treating" l.n retail premises by brewery represenia-
tires, and the furnishing of various novelties, advertising, etc., ~o retail
places, contrary to regulations.

l~rodnction
From October 1, 1935, to September 30, 1936, inclusive, Washington

brewers produced approximately 849,000 barrels of beer. Of this produc-
tion some 564,000 barrels were sold in the State of Washington and some
"285,000 barreis~ were exported, the export shipments amounting to ~3%.
of the total ~Vashington beer production. During the same period aPProxi-
mately 114,000 barrels of beer were sold in the Stats of Wairhington by
out-of-state brewers. In other words, ~-~ barrels of Washington beer were
exported by Washington brewers for every barrel of out-of-state beer that
was imported fo~ consumption in the State and .the Washington brewers
supplied 5 barrels out of every 6 consumed in the State of ~Vashington, or
approximate|y 83% of the total beer consumption of V~ashington.

Effect of Statutory Changes
An amendment was ~nade to the Washington State Liquor Act by the

1935 Legislature requiring a Hcense of all out-of-state brewers whose prod-
ucts were sold by licensees in the State of Washington. During the past
year this particular amendment was declared unconstitutional by a three-
|udge Federal Court in Tacoma, the court holding in substance that where
title is taken to beer in Milwaukee by local wholesalers the State of. Wash-
ington is without authority to exact license fees of out-of-state brewers.

Contacts Through CircuLars and Wi~ Associations
The Board contacts brewers and beer wholesalers by communications of

various forms. Bulletias are issued from time to time to industry mem-
bers, construing various regulations and correcting abuses which crop up
in the industry. During the past year sixteen bulletins, consecutively num-
bered, were issued to industry members, including a bu|letin on the cash
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Washington State L~quor Co.tel Board 23

regulation, a bulletin on the tap marking regulation and a bulletin defining
pasteurized beer.                                        ’

Splendid cooperation has been received by the Board from the Wash°

ington Brewers Institute (the state brewers’ association) and from the
pacific Northwest Beverage Distributors, Inc. (the state wholesalers’ asso-
cistton) in checking unfair practices and in correcting abuses which are
prevalent in the tudustry from time to time.

DISTII~I~RS A~D RI~l~m~

On September 30, 1936, licenses were held by one commercial distiller,

two fruit distillers, and one rectifier. Products from all of these concerns
are being stocked on ~he shelves of the state stores and agencies. ~Fhe two
fruit distillers are m~king brandies and liquors produced exclusively and
entirely from fruit products grown in the State of Washington, wherea~
the commercial distillery and rectifying plant are using out-~f-state products

to a great extent.

In order that the small winery, whose production was too small to be
economically soId through the state store and agency system, might have
an opportunity to market its product, the 1935 session of the Legislature
provided that "domestic" wineries (wineries whose products are made exclu-
sively and entirely from Washington fruits and fruit products) could sell
wine directly to retail licensees. A tax of ten cents per gallon was imposed
and hns been collected by the Board by means of stamps. The Board’s
experience under thi~ procedure indicates that the wi~ie industry has
ycleped rapidly in the State and that the operators are well satisfied.

Numb~ of Domestic Wineries
Twenty-eight licenses were issued to domestic wineries in the State o~

Washington during the twelve-month period ending September 30, 1936;
of this number ~ were marketing their products through 41 licensed beer
wholesalers throughout the State and 9 were handling their distribution
directl~ from their own wineries to retail licensees. The remaining 12
wineries were comparatively new plants and were still aging their stock.
Two of the plants holding domestic winery licenses also held licenses as

fruit distilleries.

Remaarkable ~ in Volume
Domestic wine sales showed a remarkable increase, and practically a!l

plants are increasing their present wine storage about 50 per cent. In July,
1935, 4,470 gallons of domestic wines were sold to Washiugton consumers,
while in July, 1936, the domestic wine sales amounted to 28,218 gallons.
From October 1, 1935, to September 30, 1936, stamp purchases by domestic
wineries indicated that a total of 263,135 gallons of domestic wines were
sold to Washington consumers. During the month of September, 1936, the
sales of domestic wines represented over 25 per cent of the total wines sold

in the State.
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SupPort .

With the increase in wine sales and production came an increase in
details of supervision. Working under the supervisor of the Division o£
Brewers and Beer Wholesalers at the end Of the fiscal period wer~ two
inspectors, one a gr~aduate chemist who handled all the laboratory work

- in connection with beer, Wine and liquor analyses, and the other a field
man, assigned to winery inspections, whose duties wer6 to cheek operations
an~ monthly material reports of wineries.. Splendid cooperation .was re-
ceived from the State Department of. Agriculture in checking the sanitation
of the various winery plants, and under a policy adopted by the Board, no
license will be issued after September 80, 19~6, .without written approval
from the I~partment of Agriculture to the effect that the premises are
clean and wholesome and the product of passable quality.

AD~TERTISING

~n the sul~e~vision of liquor advertising during the past fiscal year,-the
Board has endeavored to carry out a policy o.f encouraging conservative and
dignified advertising by requesting the advertisers and the various advertis-
ing media to adopt self-imposed restriction. The results thus far attained
have, we believe, justified the !).oiicY.

As the program adopted by the advertisers and the various media ac-
quired definite form, the Board assumed responsibility for the enforcement
of that program. Thus, definite progress has been made. At ~this time, the
depicting of women or children or any advertising appealing to women or
ch~Idren has been eliminated from newspaper and radio advertJ~sing. Men,
women or children are not permitted in any form of outdoor advertising.
~Yarlous forms of novelty advertising, are prohibited. P.rize ~ontests or the
awarding of premiums are also prohibite~.. Many otlmr restrictions have
been iml~osed..

&pproval of Advertlsi~g Copy "
Although the Board l/as not as yet required that advertising, copy be sub-

mitted prior to publication, it is only fair to state that numerous" advertising
agencies regularly shbmlt all proof to the Board for criticism,. Such matters
have received immediate attention; if no objection to the proof is made, the
co~npany submitting the same is so notified.. Likewise, ~ eorr~etions are
required or the proof is disapprove_d in its entirety, the submitting company
is so notifie~L The fullest cooperation I~as been received in this cennecttom

During the past fiscal year, the Beard found it necessary to hold a hear-
[ng in only one instance.. The variou~ advertising media have: from time
to time, been advised as to any changes in policy or as to a~y.reeommenda-
tions in connection with this subject. Numerous conferences have been held
with newspaper anal radio representatives, outdoor advertising companies
a~d various advertising agencies relative to the liquor advertising problem,
and have brought fair results which we believe are reflected in the rresent
status of advertising in the state.
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